Is a Powerful CEO Good or Bad for Shareholders?

IntroductIon
Americans tend to admire powerful leaders. Powerful leaders wield influence over their organizations and external environments. They command considerable resources, both financial and nonfinancial, and direct these toward the pursuit of their objectives. In addition, they garner significant attention from internal and external constituents, which they leverage to amplify their impact and shape outcomes around them.
For these reasons, there is no shortage of profiles on powerful leadership. Countless books, articles, documentaries, and courses are devoted to the examination of executive power. These include not only biographies of well-known CEOs but also the leadership lessons of non-business leaders (political, historic, athletic, etc.) which are recast to apply to a managerial setting. Furthermore, periodicals regularly publish lists of powerful leaders, including Time magazine's "Most Influential People in the World," Forbes' list of "The World's Most Powerful People," and Fortune's "Most Powerful Women in Business."
Despite the attention, it is not clear the extent to which having a powerful CEO is beneficial to an organization and its shareholders. There are negatives as well as positives to executive power that must be taken into account to arrive at a reasoned assessment.
defInItIon of ceo Power
Finkelstein (1992) defines power as "the capacity of individual actors to exert their will." 1 However, not all manifestations of power are the same. Finkelstein identifies four dimensions of power:
By david f. larcker and Brian tayan november 13, 2012 • Structural power is derived from the position that an executive occupies in the organizational hierarchy. CEOs hold considerable authority simply because of their formal position at the top of the corporation, which gives them decision making authority as well as superior access to inside information. Some extend this power by holding the dual title of chairman and CEO. Structural power allows a CEO to resolve disputes over strategy, acquisitions, organizational practices, and resource allocation in a manner consistent with his or her preferences. In this way, CEOs are able to give "the final word" on matters of disagreement.
• Ownership power reflects the degree of economic or voting interest that an executive holds in the organization. Executives are ultimately responsible to the owners of the corporation. Therefore a CEO with significant ownership interest will have more power than a CEO with no ownership interest. Ownership power manifests itself in the boardroom where corporate matters are decided (explicitly or implicitly) by vote.
• Expert power results from superior knowledge, experience, or access to information within the organization and in relation to the external environment. Expert power puts an executive in a position to resolve matters of uncertainty, thereby gaining influence over corporate choices. Expert knowledge is accrued through experience, education, and network connections within a relevant field. Expert power is often narrowly confined to a particular setting or industry.
• Prestige power is derived from the positive perception that others have of an executive based on his or her reputation. Prestige power might accrue from educational background, affiliation with outside organizations or associations, government relations, personal relations with other "stars" or "elites," network connections, or prior success. Prestige power is perhaps the most intangible manifestation of power because it relies on the assumption that these associations give legitimacy to an executive's ability or judgment.
Note that these dimensions are not mutually exclusive, nor are they necessarily correlated. CEOs will have different degrees of power based on the combination of these dimensions that they manifest, as well as the importance of each to the relevant corporate setting. 2 Furthermore, CEO power can be exercised across a wide spectrum of decisions, including those regarding corporate strategy, operations, acquisitions, organizational design, culture, and governance.
the downsIdes of Power
The research literature on CEO power is mixed. According to Pfeffer (2010) , "Studies on the effects of power on the power holder consistently find that power produces overconfidence and risk taking, insensitivity to others, stereotyping, and a tendency to see other people as a means to the power holder's gratification." 3 Consistent with this, companies with a powerful CEO exhibit higher turnover among senior management, higher pay differentials between the CEO and senior management, and are more likely to engage in risky corporate activities. 4 Similarly, companies with a powerful CEO are less likely to have a formal succession plan in place, and powerful CEOs are more likely to influence the outcome when a succession event does occur. For example, Zajac and Westphal (1996) find that powerful CEOs play an integral role in the selection of their successor, and that they are more likely to steer the choice of a successor toward one who has similar characteristics to themselves. 5 This can make it very difficult to replace an entrenched CEO because there are no real alternatives for the board to consider.
Finally, the research indicates that companies with powerful CEOs tend to award higher executive compensation. For example, Belliveau, O'Reilly, and Wade (1996) find that CEOs with greater social status relative to other board and compensation committee members tend to receive larger compensation packages. 6 Similarly, Core, Holthausen, and Larcker (1999) find that compensation is higher when outside directors are appointed by the CEO. This suggests that directors are more willing to grant large compensation when they are beholden to the CEO for their position.
the uPsIdes of Power
Despite these negative findings, CEO power is an important leadership quality and offers many potential benefits to an organization. Bennis and Nanus (1985) explain that "power [is] the basic energy to initiate and sustain action translating intention into reality, the quality without which leaders cannot lead." 8 Pfeffer (1992) argues that "individual success in organizations is quite frequently a matter of working with and through other people, and organizational success is often a function of how successfully individuals can coordinate their activities.
[…] In achieving success in organizations, 'power transforms individual interests into coordinated activities that accomplish valuable ends.'" 9 Adams, Almeida, and Ferreira (2005) find that firms with powerful CEOs have greater variance in firm performance (a type of risk for shareholders and employees). Powerful CEOs are identified in both the best and the worst performing companies that they examine. They conclude that powerful CEOs are better able to implement their decisions and that this has a positive effect when the CEO makes good decisions and a negative effect when the CEO makes bad decisions. 10 Research also confirms that powerful CEOs are more likely to take actions to pursue their objectives, which can have a positive effect on corporate performance. Keltner, Gruenfeld, and Anderson (2003) find that powerful people are more likely to exhibit "approach" behavior-that is, taking actions to try to obtain what they want. They also exhibit decreased inhibition, meaning that they feel less subject to social restraints that otherwise limit behavior.
11 Self-inhibition can negatively impact future performance, and powerful CEOs might benefit from avoiding this tendency. 12 Also, powerful
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CEOs are more likely to develop strong personal and professional networks, which can benefit their organizations by giving them and their companies access to important market information, management practices, and professional contacts. 13 Finally, research suggests that individuals sometimes prefer to work in hierarchical settings, where power relationships are clearly defined. Tiedens, Unzueta, and Young (2007) find that individuals voluntarily create hierarchies when they are about to embark on a shared task. They argue that "people have an unconscious desire or motivation for hierarchically differentiated relationships […] and that people sometimes experience hierarchy as more enjoyable and productive than nonhierarchical relationships." 14 Similarly, Jost and Banaji (1994) find that people voluntarily disempower themselves to create or maintain hierarchical relationships. 15 In this way, having a powerful CEO clearly positioned at the top can contribute to stability and productivity in the organization. why thIs Matters 1. A system of corporate governance is intended to protect shareholders from the self-interested behavior of management. The research literature clearly shows that having a powerful CEO creates the potential for him or her to abuse this position to extract personal benefits or engage in excessively risky activities. At the same time, the research also shows that power is often critical to the successful completion of tasks and the achievement of corporate objectives. To this end, powerful CEOs can ultimately be a success or a failure (see Exhibit 1). Are shareholders better or worse off with a powerful CEO? 2. While it is the role of the board of directors to oversee management, at some point the board must empower management to make decisions. Where should it "draw the line" between giving its CEO discretion and providing appropriate oversight? How much power is too much power? 
